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If you are paying college
tuition for yourself or a
dependent, you may qualify
for up to $2,500 in tax
credits.
Don’t wait!
The credit
only applies
for qualified
education
expenses
paid in 2009
or 2010 for
education fur-
nished to the
student during
any academic
year beginning in 2009
or 2010. This new credit,
“American Opportunity Tax
Credit,” replaces the old
Hope Credit.
Qualified education
expenses include tuition,
fees and required course
materials. These expenses
must be paid in 2009 or
2010 for education fur-
nished to the eligible stu-
dent during any academic
period beginning in 2009 or
2010.
These expenses must be
paid by the taxpayer, which
means that expenses paid
for by scholarships or grants
do not qualify. However,
expenses that are paid
for with loans that must
be repaid do qualify. The
taxpayer filing for the credit
must be the one paying the
expenses.
If the student is paying for
college expenses, the student
can file for the credit. If the
taxpayer pays the expenses
for a dependent student, the
taxpayer (usually parent)
can claim the credit.
What is an eligible stu-
dent? An eligible student is
one who has not completed
the first four years of post
secondary education before
the beginning of the tax
year. In other words, the
credit is not available for
graduate students or stu-
dents still in high school.
The credit is equal to 100
percent of the first $2,000
of paid qualified education
expenses plus 25 percent
of the next $2,000 ($500)
paid for qualified education
expenses. If you spent more
than $4,000 for qualified
education expenses, the
credit will not apply to the
excess.
Forty percent of the
$2,500 credit is refundable
(.4 x $2,500 = $1,000) This
means you will get a refund
up to $1,000 regardless of
whether you owe any tax.
The rest of the credit
($1,500) is a non-refund-
able credit, which means the
credit will reduce your tax
liability (and any Alternative
Minimum Tax) to zero, but
once the tax liability reaches
zero, the credit ends.
For example: Taxpayer
owes $1,200 in taxes to
the IRS, has sent $4,000
in education expenses and
qualifies for the full $2,500
credit. The first $1,500
of the credit reduces the
tax liability to zero, but
the $300 excess ($1,200-
$1,500) is lost.
The taxpayer now uses the
$1,000 refundable credit
and receives a refund of
$1,000. The taxpayer effec-
tively has an extra $2,200
— the $1,200 taxes owed
is reduced to zero, and the
taxpayer is getting a refund
for $1,000.
The credit is phased out
for taxpayers who have mod-
ified adjusted gross income
of $160,000-$180,000 for
married taxpayers filing
joint returns.
For single taxpayers, the
phase out begins at modified
adjusted gross income of
$80,000-$90,000.
None of the credit is
refundable if the student is
subject to the kiddie tax.
If you are a graduate
student or otherwise do not
qualify for the American
Opportunity Tax Credit,
there is still the Lifetime
Learning Credit which is
equal to 20 percent of the
first $10,000 of qualified
higher education tuition and
fees.
This credit does not have
a time limit, but the credit
limit is per return and not
per student. There is also a
tuition and fee tax deduction
of up to $4,000 as long as
your adjusted gross income
does not exceed $65,000
($130,000 if filing a joint
return).
Dr. Jill Lockwood is a professor
of accounting and interim
director of the School of
Accountancy at Georgia Southern
University. She can be reached at
mjl@georgiasouthern.edu.
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